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For the last three decades, start-up companies have been the job-creating engine of the US economy. Such
enterprises are essential and yet, they are often overlooked in favour of the big firms. A related problem is that
capitalism is often thought to be the cause of economic woes, although evidence clearly shows that capitalism –
especially entrepreneurial capitalism – creates jobs, wealth and life-enhancing products and discoveries, contends
Carl J. Schramm. The President and CEO of Ewing Marion Kauffman Foundation was speaking at SMU's Institute of
Innovation and Entrepreneurship
(http://www.smu.edu.sg/institutes/IIE/Promotion/Promotion_homepage.asp)Distinguished Speaker Series
(http://www.smu.edu.sg/institutes/IIE/emailer/dss_20100915.htm).
For decades, entrepreneurship has been a course only offered in the business schools of US universities, he
observed. “An irony – because entrepreneurs do not [usually] come from the business schools; they come from
everywhere else,” said Schramm. Engineering schools, for example, are reflective of “big firm capitalism” as their
innovations, new services and products become commercialised. Medical schools, with their prolific research
initiatives, also provide fertile ground for entrepreneurship. In fact, any field that is driven by research has the
potential to produce entrepreneurs. 
Born in 1916, Ewing Marion Kaufmann built a successful pharmaceutical company, Marion Laboratories Inc, that was
later acquired. His name and legacy lives on in the form of the foundation, which was set up in the 1966, and
devoted to the advancement of entrepreneurship and education of youths. With an asset base of some US$2 billion,
the foundation is ranked among the thirty largest foundations in America, and one of the largest devoted to such
causes.
Before joining the Kaufmann Foundation, Schramm was a professor of health finance and policy at the John Hopkins
University. He was also a founder of several companies in the areas of health care finance and information
technology. Schramm also sits on Research, Innovation and Enterprise Council, under Singapore’s National Research
Foundation.
Perception and reality
The Kaufmann Foundation has contributed extensively to the research on the science of entrepreneurship. One of
the major findings was the vast divide between what academics perceive to be the nature of entrepreneurship and
entrepreneurs, and the reality. The Business Dynamics Statistics (BDS), funded by the Kauffman Foundation in
collaboration with the US Census Bureau’s Center for Economic Studies, shows that on the average, establishments
owned by younger firms grow faster than those owned by older firms – “even though the older firms are the ones
receiving the government subsidies!” While it is true that many young firms close shortly after they open, resulting in
a higher job destruction rate, those that remain tend to flourish and register rapid net growth.
BDS also reveals that the fraction of employment accounted for by business start-ups in the US private sector from
1980 to 2005 is about 3% per annum, which exceeds the 1.8% average annual net employment growth. This pattern
implies that job destruction exceeds job creation at existing businesses, and highlights the importance of business
start-ups for job creation in the US economy.
Page and Brin are anomalies
While Google founders Larry Page and Sergey Brin may epitomise the quintessential smart, young and driven founders
of start-up companies, a study of the 500 fastest-growing businesses in the US shows that the average age of
entrepreneurs is actually relatively mature 41-years-old – drastically different from the precocious, radical youths
that professors of business expect entrepreneurs to be. Therefore, not only is there a need to re-think the syllabi of
tertiary courses on entrepreneurship, there is a more urgent need to adjust national policies to align them to the
correct targets.
In their estimates of how many start-ups receive venture capital, the estimated 80% response provided by
professors of business is way off the 14% figure derived from a survey of the 500 fastest-growing businesses in the
US. “Venture capitalists are the mid-wife of the economy,” said Schramm. “We need them to birth new companies.”
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However, he acknowledges that venture capital is increasingly less important to new firm creation due to new ways
of doing business. For example, software development used to form the bulk of start-up costs, but the move
towards open software has reduced the need for such initial capital. Older entrepreneurs also tend to have an
independent source of financing.  
Nonetheless, every fast-growing company should not just go for it alone, they should have a venture capitalist
relationship to give it a boost at significant junctures. The knowledge that their innovation is backed by venture
capital, and in some cases, relevant experience, is welcome on two fronts – entrepreneurs can fully concentrate on
their creation without the distraction of having to make money to survive, and they receive affirmation of their
business plan. “Yes, teach entrepreneurship as a mechanical process in university, but make sure entrepreneurs
know how to put together a business plan too,” remarked Schramm.
Schramm is opposed to the way in which entrepreneurship tends to be taught in schools. "It’s the big firm capitalism
that’s being taught,” he said. “As the fundamentals that relate to macroeconomics is capitalism, the discipline should
be studied in terms of its contribution to human welfare.” Put simply; approach it in terms of efficiency, so that
everyone is better off. There is thus a compelling reason for entrepreneurship to assume a more significant role in
today’s world.   
Start-ups and human welfare
In the US, entrepreneurship was almost unheard of during the mid 1980s to 1990. Now, the term is “universal”. For
instance, before the 2008/2009 recession, over 70% of American college graduates surveyed believe that they will
work for themselves “at some point,” said Schramm – hardly surprising, given that this generation witnessed the
exponential growth of start-ups like Microsoft Corp, Dell Computer Co and Cisco Systems Inc. In 1990, the three
firms registered combined sales of US$2 billion. By 2000, this figure had topped US$80 billion before levelling to
around US$90 billion this decade.
A study of new firms in the US, said Schramm, also revealed that “some 40% of GDP comes from firms that did not
exist in 1980”. These vital corporations are young, competitive and are doing very well in the marketplace. They
employ some 10 million Americans, which in turn improve their welfare and contribute to the economy. Five years
ago, start-ups were already generating sales of US$2.1 trillion. They employed over 9% of the US private sector
workforce and accounted for 16.6% of the GDP, according to Science Progress, a project of the Center for American
Progress.
Some of the start-ups of a mere few decades ago, have indeed grown. Just look at big names of today like Intel
Corp, Fedex, Apple Inc, Cisco Systems Inc, and more recently, Google Inc. These are cornerstones of Corporate
America that have generated far higher than average wage growth, accounted for a significant and growing
proportion of civilian research and development, and spawned some of the most innovative products, services and
business models of the modern era.   
Growing and harvesting new firms
How does one induce growth in a meaningful way? According to Schramm, there are three broad conditions to fulfil.
First, address the erroneous perception that small companies cannot grow. They can, and America’s corporate
landscape is littered with sufficient examples to prove this point. Second, move the frontier in how we understand
economic growth. Even though the world is “vocal” and “passionate about growth”, there is a need to “take growth
apart” and study it in relation to “empirical reality”, he said. China and India are seeing a spurt in the number of new
firms as well, and these are firms worth understanding. Finally, all enterprises "birth new ideas, and the market needs
to recognise that this ‘creative disruption’ has value, even if it ‘disrupts’ the big firms," he said. It is also important
to facilitate the growth of private capital into early-stage start-ups so as to minimise the financial gap between
available capital and promising proposals.
The fact is, whether on the innovation, efficiency or scalability levels, whether on the economic or national fronts,
new firms score higher than old firms in the velocity of job creation. New firms create wealth; old firms don’t. For
economies and business schools alike, the way to go is to make the birth of firms “the central event in the study of
business,” said Schramm. Allocate sufficient resources to fuel entrepreneurship and innovation – because
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entrepreneurship allows capitalism to generate new jobs and wealth, is scalable and self renewing, which all result in
the expansion of human welfare.
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